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Tempest Energy Corp. is a Calgary, Alberta based oil and natural gas company that is achieving strong operating and 


financial growth through exploration of internally-generated, high-working-interest prospects at two core areas. Tempest's 


$47 million, 41-well 2003 capital program increased average production to 2,699 boe per day, achieving organic growth of 


42 percent and increasing Tempest's natural gas weighting to approximately 32 percent of production. Production 


growth, combined with Tempest’s ongoing discipline over cash costs, generated record cash flow and 


net earnings in 2003. 


Tempest's expanded 2004 drilling program is achieving further organic growth, which 
the Company may complement through strategic acquisitions. Tempest is a 
publicly-traded company listed on the Toronto Stock Exchange (TSX) under the 
symbols TMY.A and TMY.B. At December 31, 2003 there were 17,370,319 million 


Class A and 653,476 Class B common shares issued and outstanding. 


Exploration success 


Tempest's 41-well program achieved an 80 percent 
drilling success rate and resulted in new natural gas 
and oil discoveries, setting up development drilling 


plus further exploration in 2004 and beyond. 


Production growth 


Successful drilling diversified Tempest’s production mix 
and grew average volumes to 2,699 boe per day in 2003, 


a year-over-year increase of 42 percent. 


Land additions 


Aggressive pursuit of new opportunities and investment 
of $7.2 million more than doubled Tempest's base of 
undeveloped land to a year-end total of 167,716 net 


acres at an average working interest of 84 percent. 


Cash flow growth 


Tempest generated cash flow of $16.3 million, 


an increase of 40 percent over 2002. 


Financial discipline 
At year-end Tempest had only 17.4 million Class A 


common shares outstanding. 


Growing technical team 


Tempest’s continued growth is supported by an 
expanded technical team able to pursue multiple 
exploration and development opportunities 


simultaneously. 
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Twelve 
Months Ended 
Dec. 31, 2003 


$ 31,771,065 
16,274,547 
0.97 

0.93 
2,679,203 
(20,859,471) 
47,499,290 
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43,980,261 


17,370,319 
653,476 
2,076,704 


15,639,092 
653,476 
2,090,052 


16,756,145 
17,528,661 


Cash Flow 

Cash flow from operations was $16.3 million in 2003, which 
was driven by higher production volumes and stronger 
commodity prices. Average natural gas prices were 55 percent 
higher year-over-year, while oil prices declined by 3 percent 
from the prior year. The Central Area generated 75 percent 


of revenue. 


Capital Expenditures 

The 2003 capital budget was $47.5 million, of which drilling 
and completions accounted for 48 percent or $23 million and 
additions of undeveloped land accounted for 15 percent or 
$7.2 million. Tempest drilled 41 wells during the year, and 
added 92,305 net acres of undeveloped land. In 2003 Tempest 
spent $28.9 million in the Central Area and $18.6 million in the 


Northern Area. 


Production 

Tempest's average production in 2003 increased to 

2,699 boe per day, which was weighted 68 percent to oil. 
This represented a 25 percent increase in oil production and 
a 98 percent increase in natural gas production over 2002. 
The year-round access Central Area contributed 79 percent 
of the average production volumes; the Northern Area 


accounted for the balance. 


Average Sales Price 

Tempest achieved an average corporate price in 2003 

of $32.25 per boe of production. Average natural gas prices 
in 2003 were 55 percent higher at $6.18 per mcf, while crude 
oil prices were down 3 percent to $30.04 per barrel. The 

11 percent increase in the W.T.I. benchmark to an average 
US$31.18 per barrel in 2003 was offset by a 19 percent 


movement in the average Canadian/US dollar exchange rate. 
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President's Message 


Since inception, Tempest's key objective has been to 
grow production, reserves and shareholder value through 
the drill bit. We have made great progress solely on the 


strength of our internally-generated program. 


Tempest's program of organic growth achieved average 2003 production of 2,699 boe per day, an increase of 42 percent 
over 2002. Tempest grew production entirely through the drill bit on internally-generated prospects at its two high-working- 


interest, Company-operated core areas. The Company's continued success as a pure exploration play, moving into its 


Tempest Energy Corp. 


fourth year since our founding, is a tribute to the technical skills and discipline of the Tempest team. Further strong 


operating successes in the first quarter of 2004 have driven Tempest's production beyond 3,600 boe per day. 


We are very proud of Tempest's organic growth model. Its key principles — high-working-interests, operatorship, control of 


key infrastructure, continuous discipline over cash costs — have been substantiated by Tempest's results. However, our 


An inventory of opportunities 


Tempest has a rich opportunity base that includes 177,000 net acres (276 sections) 
of undeveloped land at an average working interest of 85 percent. The Company has 
a substantial drilling inventory that includes over 30 development locations and 


60 exploration locations. All drilling prospects are supported by 2-D and 3-D seismic. 


primary objective has always been maximizing shareholder value. While we foresee further growth through the drill bit 
in 2004, maintaining comparable percentage growth purely through exploration will become an increasing challenge. 
Having attained a critical mass while minimizing front-end dilution, we are now looking at further means to assist the 


Company's growth. 


We intend to complement Tempest's organic growth model with carefully selected acquisitions of properties or 


companies that augment our two core areas or initiate new core areas. The opportunities will be aimed at sustaining our 


growth, at attaining new threshold operating efficiencies and at reducing our risk profile by further diversifying our 
operations and production mix. Tempest's financial attributes can support significant expansion in a way that is accretive 


to shareholders’ equity. 


2003 Exploration and Development Program 

Tempest's record 41-well, $47 million 2003 capital program included major activity throughout both core areas. In the 
Central Area we drilled natural gas discoveries at Chipman and the new Fort Saskatchewan and Joarcam exploration 
plays. The Joarcam well tested at 3 mmcf per day from a pool that may hold 5-8 bef of recoverable gas. In the Northern 
Area, discoveries and follow-up wells at Otter created the threshold natural gas reserves needed to construct a pipeline 
to the Tempest Red Earth processing plant, which is proving its value as a strategic facility. Tempest’s gas-focused 
program shifted our production weighting from 15 percent natural gas going into 2003 to over 60 percent natural gas 


in the first quarter of 2004. 


On the oil side, Tempest focused on new light oil prospects. In March 2003 we made a Keg River discovery near Red Earth in 
the Northern Area, which was brought on production and was followed by a successful delineation well in Q4 that in turn set 
up a substantial development program for 2004. The 2003 light oil program has increased Tempest's average oil gravity, 


which will have favourable effects on sales prices and netbacks going forward. 


Meanwhile Tempest maintained an intensive pace of land acquisition, committing $7.2 million or 15 percent of our capital 
budget to capturing new opportunities in support of planned exploration phases. Tempest's undeveloped land base, net 
of lands brought under development, more than doubled to 167,716 net acres at year-end. Ongoing seismic was similarly 


vigorous, with $3.4 million invested, including 3-D shoots throughout our multi-zone areas. 


Tempest's expanding operations are advancing us along the exploration learning curve within our core areas. Successful 
launch of new plays is steadily mitigating overall operational risks. Just one year ago, our growing plays at Fort Saskatchewan 
and Joarcam were only concepts. Our existing properties are also proving more diverse than originally anticipated, yielding 


new opportunities even as their initial targets approach their maximum potential. 


For example, pursuit of additional Glauconitic oil pools at Chipman fell short of expectations but resulted in multiple natural 
gas discoveries. During 2003 six oil tests resulted in six Mannville natural gas wells currently producing at a combined rate of 
3 mmcf per day. The natural gas discoveries have also shown a high potential for repeatability through drilling of new features 
identified through 3-D seismic. Meanwhile, our deep Basal Quartz sand channel gas test at Cygnet proved dry in the target 


zone but will be completed for up-hole Edmonton gas following spring break-up. 


ul 
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These results underscore the importance for even a junior exploration company to build a diverse prospect inventory at an 
early stage. No longer are we dependent on one property for our production volumes, nor on one exploration prospect 


for that year's drilling success. Today Tempest has more than 100 drillable locations identified on numerous separate plays. 


Reserves 
Tempest increased its base of net proved and probable reserves in 2003. Discoveries and pool extensions added 
3.38 million boe of proved plus probable reserves, replacing 2003 production by 3.4 times. Additions consisted of 


75 percent natural gas. All additions came through the drill bit; Tempest made no acquisitions. 


After accounting for the year’s production, technical revisions and the heightened degree of certainty required under the 
Canadian Securities Administrators’ National Instrument (N.1.) 51-101, which together resulted in downward revisions of 
just under 2 million boe, Tempest's year-end proved reserves were up by 11 percent and proved plus probable reserves 
were up by 29 percent over 2002 established reserves. In terms of reserves reporting, 2003 represents a transitional period, 


making year-over-year comparison difficult. 


N.I. 51-101 also reduced reserve additions by deferring the recognition of new pool discoveries. Exploration cycles do 
not correspond to fiscal cycles — but must be reported as though they did. Those exploration wells lacking a full year’s 
production history are unable to generate trend-lines required by reserves evaluators to attain required probabilities, 


deferring reserves recognition and “front-end-loading” finding and development costs. 


This phenomenon will particularly affect companies such as Tempest that are growing rapidly through exploration drilling 
and have high exposure to new wells. Tempest’s two best discoveries in 2003 received only nominal reserves recognition. 
Instead, time to develop, produce and sufficiently quantify new discoveries will be required to recognize new reserves, and 
to bring finding and development costs within historical norms. Tempest anticipates future positive reserve revisions from 


new discoveries following further activity and evaluations under N.|. 51-101. 


2003 Operating and Financial Results 

Tempest's 2003 capital program was funded through $16.3 million of cash flow, $16 million of new debt and working 
capital and a $16 million bought-deal financing completed in September at $7 per share. Tempest’s 2003 production 
represents strong growth but was impaired in the fourth quarter due to substantial delays in bringing on new production, 


such that average production fell 7 percent short of target. 


Cash flow and net earnings were very strong. Cash flow of $16.3 million ($0.97 per basic share) was 40 percent above 2002, 
and net earnings of $2.7 million ($0.16 per share) were up by 31 percent year-over-year. Tempest continued to control its 
operating costs, which averaged $5.66 per boe in 2003 and are targeted to fall substantially in 2004. Combined with strong 
product prices in 2003, Tempest received an average netback of $18.76 per boe. We are pleased with these financial 
results. They confirm the merits of our exploration-based business model and create a strong foundation to fund a 


continued high rate of drilling through 2004. 


Drill Bit Successes in Q1 2004 

Tempest today is a deeper, more diversified company than it was one year ago. Each core area now has an established 
production base of both oil and natural gas, providing a foundation of infrastructure, technical knowledge and operating 
efficiency with which to lever the next exploration cycle. Our horizons today are broader, with more than twice the number 
of producing plays that we had just one year ago. Our 2004 program includes drilling at virtually every property 


throughout both core areas. 


We have experienced strong drilling successes during the first quarter of 2004, achieving a drilling success rate of 88 percent. 
Major new natural gas volumes are coming on-stream. Tie-ins of late-2003 wells at Joarcam and Otter have added a combined 
8 mmcf per day of natural gas, doubling Tempest's gas volumes. Further tie-ins totalling an estimated 1.5 mmcf per day are 


expected to be on production in the second half of 2004 from Fort Saskatchewan. 


Strong core values 
Tempest’'s growth strategy to date has been based on working familiar exploration plays that offer low 


evaluation cost, moderate risk, multiple-zone potential and the ability to progress quickly from discovery 


to production. We have generated our prospects internally for maximum quality, and we control the pace 


and cost by operating and maintaining a high-working-interest in land and infrastructure. 


On the oil side, six new development locations at Red Earth in the Northern Area have intersected the Keg 
River zone, proving a significant extension of Tempest's 2003 discovery. One further exploration well in the same play is 
currently drilling. The two existing producing wells at this play have shown excellent performance, with zero declines to date, 


low operating costs and netbacks now approaching $30 per bbl. We are extremely pleased by the results at Red Earth. 


Tempest's first significant round of development drilling has expanded the play's potential well beyond our original estimates. 


N 
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The Rest of 2004 and Beyond 

Tempest’s 2004 capital program will total a planned $40-50 million, of which approximately $25 million has been spent to 
date. This budget will fund 40-60 net wells, including wells drilled to date, plus major land additions and new seismic. Our 
drilling plans include follow-up wells at recent discoveries and continued pursuit of natural gas accumulations assisted by 


3-D seismic. Tempest will deploy 10-15 percent of its exploration capital in pursuit of new, higher-impact prospects. 


With 262 net sections of high-working-interest undeveloped land at year-end, Tempest has approximately 50 high-quality 
drillable prospects in our near-term inventory which, given reasonable results, could set up 70-100 further wells. We are, 


in short, opportunity-rich. 


We are estimating average 2004 production of 3,600 boe per day and an exit rate of 4,200-4,500 boe per day, of which an 
estimated 40 percent will be natural gas. As we continue to add gas volumes and enhance efficiencies at horizontal oil wells, 
we foresee average unit operating costs falling to a targeted $4.50 per boe. The 2004 capital program is based on 
commodity price assumptions of Cdn$5 per mcf of natural gas at AECO and US$29 per barrel of W.T1. crude oil. At these 


prices and at the planned production rate, Tempest expects to generate cash flow of $25-$28 million in 2004. 


Tempest's strong financial situation creates a springboard to execute our expanding growth strategy. Continued organic 
growth will be funded through cash flow plus new debt, with year-end debt planned at $35-$45 million or approximately 
one times fourth-quarter 2004 annualized cash flow. Tempest has 17.4 million Class A common shares outstanding, an 

unusually low number within its peer group. Tempest's equity position creates a strong foundation to issue new equity in 


support of one or more acquisitions, a significant competitive advantage. 


I'm deeply grateful for the enthusiasm, dedication and hard work of Tempest's technical, administrative and field operating 
teams. You are the true drivers of our success. My thanks also go to Tempest's shareholders for your continued faith in our 
exploration-driven organic growth model, one that we realize requires patience to come to fruition. And thanks to my 


fellow members of the Board of Directors for your sound, ethical corporate governance. 


On behalf of the Board of Directors, 


a aaa 


A. Scott Dawson, P.Eng. 
President, Chief Executive Officer and Director 


April 6, 2004 
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Looma/Joarcam 


The Central Area, focused on Tempest's original medium-gravity horizontal oil play at Chipman, accounted for 79 percent of 
Company production in 2003. This year-round-access, multi-zone region is experiencing a major shift towards natural gas. 
Combined production grew from an average of 1,633 boe per day in 2002 to an average of 2,128 boe per day in 2003, while 


the natural gas weighting increased from 10 percent to 19 percent. 


In 2003 the Central Area received 61 percent of Tempest’s capital spending, which included drilling 26.7 net wells. Tempest 
expanded far beyond the original Chipman oil play, generating multiple new plays which suggest the Central Area will 


remain an engine of growth as well as providing a stable production base going forward. 


Looma/Joarcam — This new 100 percent working interest play was the scene of Tempest's best natural gas discovery in 2003, 
a Viking sand well drilled in Q4 that tested at more than 3 mmcf per day. To date four follow-up wells have confirmed the 


pool outline, which Tempest estimates to hold 5-8 bcf of recoverable gas. 


The discovery well was brought on-stream in February 2004 with two additional development wells placed on production in 
March 2004. Tempest is the owner and operator of 100 percent of the gathering system. Combined initial production from 
Joarcam plus new Ellerslie gas volumes from Looma totalled 4 mmcf per day in Q1 2004. Tempest sees strong potential for 


repeatability in this new play type and anticipates drilling two to four additional Viking gas wells at Joarcam. 


Fort Saskatchewan/Redwater — Through freehold and Crown sales in 2003 Tempest amassed a significant land position 
totalling 21 sections at 100 percent working interest, and before year-end drilled four wells targeting multi-zone Mannville 
gas. Four natural gas discoveries resulted, three of them economic. One well was tied in before year-end at 300 mcf per day 
and the remaining two are expected to be tied in during O3 2004 at a combined net rate of 1.5 mmcf per day. These 
successes have generated four additional locations. The area around Fort Saskatchewan and northward towards the 
Company's Redwater landholdings is emerging as a potential low-operating-cost, high-netback area with strong growth 


opportunities for both natural gas and oil. 


Tempest's new Bruderheim sands prospect at Redwater is an under-developed play type whose potential has been 
overlooked to date. The Bruderheim sands contain light, 35-40 degree API oil in longer-life, lower-decline pools of 
substantial size. The Company assembled 10 sections of land in 2003 and drilled its first exploration well in Q1 2004. 
Tempest is targeting up to 1 million bbls of reserves per new pool. A successful discovery would trigger 3-D seismic 


to delineate pools, followed by multiple development locations. 


Chipman — Chipman, which has generated the majority of the Company's reserves and production to date, is nearing 

maturity as an oil property, while yielding new, multi-zone natural gas opportunities. Since 2001, Tempest has developed a 
succession of Glauconitic oil pools using multi-lateral horizontal wells that delivered strong production rates, cash flow and 
reserves. The 2003 program appears to have encountered the local limits of this play. These targets, identified through 3-D 


seismic, lacked the shale plugs required to trap hydrocarbons. 


All six of these wells, however, showed natural gas up-hole and were subsequently completed as Mannville natural gas 
producers. Natural gas volumes from these high-productivity, sweet and dry wells reached 3 mmcf per day in Q1 2004. As 
natural gas volumes reach threshold levels, Tempest will consider building proprietary processing facilities; current production 


is custom-processed by a third party. 


Tempest is encouraged by the potential repeatability of this new gas play. The Company has extensive lands not yet 
surveyed with 3-D seismic, suggesting numerous opportunities yet to be discovered. Existing Chipman oil pools may support 


a further two to four horizontal in-fill wells in 2004, and Tempest will begin optimizing production through installation of 


high-rate lift. 
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6 miles 


scale 


Significant discoveries of light oil and natural gas pools and extension of Tempest's natural gas infrastructure are facilitating 
major growth in the Company's winter-access Northern Area. Recent drilling successes are generating significant new 


volumes as well as extensive scope for follow-up drilling. 


The Northern Area received 39 percent of overall capital expenditures in 2003, which funded 11.5 net wells. Northern Area 
production grew from an average of 271 boe per day in 2002 to 571 boe per day in 2003. Production at March 25, 2004 was 


approximately 1,100 boe per day, 85 percent natural gas. 


Tempest's Northern Area is a prospect-rich region for both natural gas and light oil exploration and development. 
Encouraging drilling results in Q1 2004 and two new 3-D seismic programs totalling 15 square miles are setting up Tempest's 


winter 2004-2005 program, with 20 new seismically defined prospects identified to date. 


Light Oil Prospects — Tempest’s Granite Wash/Keg River discovery well at Section 21 near Red Earth, drilled in March 2003, 


has generated a high-quality and expanding new Company play that appears to be a significant extension of the nearby T2T 


oil pool. Tempest's 50 percent working interest discovery well has been on sustained production at a constant 210 bbls per 
day gross for one full year at zero decline. The outpost well has been producing at 120 bbls per day gross for three months, 


also with no apparent decline. Netbacks from the two wells were approaching $30 per bbl at the end of Q1 2004. 


In Q1 2004 two rigs have drilled a combined six new wells to delineate the pool before spring break-up with one well 
currently still drilling. These six wells intersected the Keg River zone, proving a significant extension of Tempest's discovery, 
and are to be tied in to existing facilities and on-stream in Q2. Given the very positive results to date Tempest now sees 


scope for a significant number of additional development wells plus repeatability of this play in the surrounding lands. 


Reserves estimates for the pool were being reviewed by McDaniel and Associates Consultants Ltd., Tempest's independent 
reserves evaluators, at the end of Q1. Analogous pools operated by competitors have historically yielded a high recovery 


factor, long reserves life and ultimate recoverable reserves of 3 million to 7 million bbls per pool. 


Tempest's initial development drilling program has expanded the play's potential well beyond the Company's original 
estimates. Drilling has verified 3-D seismic results and geological interpretation of the play, and has established multiple 
further drilling opportunities. Tempest has accumulated a full township of contiguous 3-D seismic coverage to complement 


its major land position in this area, which is expected to support several seasons of exploration and development drilling. 


Natural Gas Prospects — Tempest's Northern Area properties are now producing from the Banff, Bluesky and Wabamun 
formations. Four wells drilled in 2002 were tied in and brought on-production early in 2003. Also, early in 2003 Tempest tied 


in three Wabamun gas wells at the Equisetum farm-in through a 13-km extension of the Tempest gathering system. 


Further drilling at the Otter farm-in (100 percent working interest) generated the threshold reserves needed to tie in the Otter 
Banff discovery made in O4 2002. In December 2003 Tempest launched construction of a 44-km natural gas gathering line to 


tie the new Otter pools to the Red Earth plant. Six wells were tied in by the end of Q1 2004, increasing combined production 


at Otter to approximately 5 mmcf per day net. 


Also in Q1 2004, Tempest made a promising discovery at the Ogston prospect that tested gas from two zones. This discovery 


is close to the new Otter gas gathering infrastructure. Delineation drilling and tie-in will occur in the 2004/05 winter season. 


Timely expansion of natural gas infrastructure is an important component of exploration in this infrastructure-poor area. 
Tempest's Red Earth gas plant, constructed in Q1 2002, is one of the only such facilities in the region and is proving its value 


as a strategic asset. At 20 mmocf per day, capacity is ample to support current production plus future exploration successes. 
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Operations Statistical Review 


Undeveloped Land 

As an exploration-driven company, Tempest continuously focuses on generating new opportunities. Continuous growth 

in the undeveloped land base is key to success. Tempest's land strategy is primarily prospect-driven, with limited land 
purchases made on-trend oe for competitive reasons. Lands are acquired through Crown sales (frequently posted by 
Tempest), through freehold leasing and through farm-ins on a drill-to-earn basis. The Company seeks high-working- 
interests and large contiguous blocks. Tempest frequently employs brokers, keeping details of land purchases confidential 


for competitive reasons. 


In 2003 Tempest’s land budget totalled $7 million, or 15 percent of overall capital expenditures. The Company augmented its 
lands at each major property, in keeping with its program to develop both core areas. Large purchases were made at Otter 
and Red Earth in the Northern Area, at Looma/Joarcam in the Central Area, and at Cygnet. During 2003 Tempest acquired a 
total of 84,100 net acres from Crown sales and a further 8,205 net acres of freehold lands. Tempest also signed several farm-in 
agreements in 2003, including large farm-ins at Otter and Equisetum, both of which resulted in successful drilling. At year-end 
2003 Tempest's land base was 167,716 net undeveloped acres at an average working interest of 84 percent, an increase in net 
acres of 122 percent from year-end 2002. An independent evaluation valued these lands at $15.9 million at December 31, 


2003. As at the end of March 2004 the Company held over 177,000 net acres undeveloped land. 


In 2004 Tempest will continue to aggressively build its base of undeveloped land, with a similar ratio of capital spending 


assigned to land purchases. 


Land Holdings 


Gross_| __Net_| 


226,676 190,053 


ce _ 
26,930 22,337 
199,746 167,716 


Net Undeveloped Land 


99,920 68,965 


92,224 91,661 
7,602 | 7,090 
167,716 


Drilling 

Tempest drilled 41 net wells in 2003, of which 20 were focused on natural gas prospects. Drilling occurred at all of Tempest’s 
major properties in both core areas, and included natural gas discoveries at Chipman, Fort Saskatchewan, Looma/Joarcam, 
Red Earth and Otter, and oil discoveries at Redwater and near Red Earth. The following table provides details of drilling 


results and working interests. For 2004, 40 to 60 net wells are planned, of which 17 were drilled before the end of Q1. 


Drilling Activity 


| Net | wee 


Gross Net 
83 
97 
99 
93 
93 
95 | 


Tempest's production averaged 2,699 boe per day in 2003, an increase of 42 percent from the 2002 average of 1,904 boe 


Production 


per day. Volume growth was achieved through exploratory and development drilling on internally generated prospects. 


Average volumes consisted of 5.1 mmcf per day of natural gas and 1,848 bbls per day of crude oil and NGLs, for an average 


natural gas weighting of 32 percent, compared to 23 percent in 2002, and moving to an estimated 60 percent in 2004. 
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Report on Reserves Data by an Independent Qualified Reserves Evaluator 
of Tempest Energy Corp. (the “Company”) 


To the Board of Directors of Tempest Energy Corp. (the “Company”): 


he 


We have evaluated the Company's reserves data as at December 31, 2003. The reserves data consists of the following: 


(a) (i) proved and proved plus probable oil and gas reserves estimated as at December 31, 2003 using forecast prices 
and costs; and 


(ii) the related estimated future net revenue; and 


(b) (i) proved and proved plus probable oil and gas reserves estimated as at December 31, 2003 using constant prices 
and costs; and 


(ii) the related estimated future net revenue. 


. The reserves data are the responsibility of the Company's management. Our responsibility is to express an opinion on 


the reserves data based on our evaluation. 


We carried out our evaluation in accordance with standards set out in the Canadian Oil and Gas Evaluation Handbook 
(the “COGE Handbook”) prepared jointly by the Society of Petroleum Evaluation Engineers (Calgary Chapter) and the 
Canadian Institute of Mining, Metallurgy & Petroleum (Petroleum Society). 


. Those standards require that we plan and perform an evaluation to obtain reasonable assurance as to whether the 


reserves data are free of material misstatement. An evaluation also includes assessing whether the reserves data are in 
accordance with principles and definitions presented in the COGE Handbook. 


. The following table sets forth the estimated future net revenue (before deduction of income taxes) attributed to proved 


plus probable reserves, estimated using forecast prices and costs and calculated using a discount rate of 10 percent, 
included in the reserves data of the Company evaluated by us for the year ended December 31, 2003, and identifies 
the respective portions thereof that we have evaluated and reported on to the Company's management. 


Description 
and 
Independent Preparation Net Present Value of Future Net Revenue $M 
Qualified Date of (before income taxes, 10% discount rate) 
Reserves Evaluation Location of 
Evaluator Report Reserves Audited Evaluated Reviewed Total 


McDaniel & December Canada == 62,820 - 62,820 
Associates 31, 2003 


In our opinion, the reserves data evaluated by us have, in all material respects, been determined and are in accordance 


with the COGE Handbook. 


We have no responsibility to update our reports referred to in paragraph 4 for events and circumstances occurring after 
their respective preparation dates. 


7. Because the reserves data are based on judgements regarding future events, actual results will vary and the variations 


may be material. 


Executed as to our report referred to above: 


MCDANIEL & ASSOCIATES CONSULTANTS LTD. 


Ut 


P. A. Welch, P. Eng. 
Executive Vice President 
Calgary, Alberta 


Date: March 17, 2004 


Capital Expenditures 

Tempest's $47 million 2003 capital program was weighted 100 percent to exploration and development of internally 
generated prospects; no acquisitions were made. Capital spending was up by approximately 22 percent over 2002. As in 
2002, the program focused on drilling of new exploration prospects, as well as follow-up drilling of previous discoveries. 


Drilling expenditures included programs at Chipman, Red Earth, Looma/Joarcam, Fort Saskatchewan, Otter and Cygnet. 


As in past years, significant capital was allocated to generating new opportunities, with $10.6 million spent on acquiring 


undeveloped lands and 2-D and 3-D seismic data. 


Capital Expenditures 


Reserves 


One-hundred percent of Tempest's reserves as at December 31, 2003 were independently evaluated by McDaniel and 
Associates Consultants Ltd., independent reservoir engineers, according to the requirements of National Instrument 


(N.1.) 51-101. The following summary presentation and discussion conform in all material respects to the results of 


McDaniel's evaluations. 


Tempest increased its base of net proved and probable reserves in 2003. Tempest's discoveries and pool extensions 
added 3.38 million boe of proved plus probable reserves, replacing 2003 production 3.4 times. Additions consisted of 


75 percent natural gas. All additions came through the drill bit; Tempest made no acquisitions. 


After accounting for the year's production, technical revisions and N.|. 51-101 effects, Tempest's year-end proved 


reserves were up by 11 percent and proved plus probable reserves were up by 29 percent over 2002 established reserves. 
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The 3.38 million boe of new discoveries and extensions were partially offset by 1.94 million boe of downward revisions, 


due to the new reporting requirements and technical revisions. 


Of note, Tempest's December 31, 2003 proved undeveloped reserves account for only 6.6 percent of total proved plus 
probable reserves and only 9.4 percent of total proved reserves. Total probable reserves constitute 30.2 percent of total 


proved plus probable reserves. 


In terms of reserves reporting, 2003 represents a transitional period making year-over-year comparisons difficult. Of 
Tempest's negative reserve revision of 1.94 million boe, 66 percent or 1.27 million boe were reductions to probable 
reserves. The heightened certainty requirements of N.|. 51-101 were responsible for the majority (725,400 boe) of this 
negative revision to probable reserves. Less than expected performance of Equisetum natural gas and, to a lesser degree, 


Chipman oil, accounted for the majority of proved revisions. 


The requirements of N.|. 51-101 also reduced reserves additions by deferring the recognition of new pool discoveries. 
Exploration wells lacking a full year's production history are unable to generate trend-lines required by reserves evaluators 


to attain required probabilities, deferring reserves recognition and “front-end-loading” finding and development costs. 


This phenomenon particularly affects companies such as Tempest that are growing rapidly through exploration drilling 
and have high exposure to new wells. Time to develop, produce and sufficiently quantify new discoveries will be required 
to bring finding and development costs within historical norms. Tempest anticipates future positive reserve revisions for 
new discoveries following further activity and longer production history. Unrecognized new pools from the then-current 


year should be offset by recognition of reserves in pools discovered in prior years. 


Summary of Oil and Natural Gas Reserves (forecast prices and costs) 


Les Bghu Mediu Cle wats Natural Gas Total | 

Gross Net Gross Net Gross Net 

Reserves Category (mbbl) (mbbl) (mmcf) (mmc?) | (ies! (mbbbl) 
Proved 

Developed producing oZeS 1,623.6 3785351 2,948.1 2,509.9 2711.0 

Developed non-producing Te? TS 8,168.1 BT Niel 15369:3 960.4 

Undeveloped 406.1 338.4 22.0 Tz 409.8 341.0 

Total proved 2,341.3 1969.5 12,043.2 8,680.4 4,348.6 3,416.4 

Probable 740.2 618.3 6,819.5 4,925.2 | _ 1,876.8 4392 

Total proved plus probable 3,081.5 2,587.8 18,862.7 13,605.6 6 2254 4,855.6 


Note: No heavy oil or natural gas |i 


quids. 


Net Present Values of Future Net Revenue (forecast prices and costs) 


($ millions) Before Income Taxes Discounted At (%/yr) | After Income Taxes Discounted At (%/yr) 


Reserves Category 0 5 10 18 20 0 5 10 15 20 
Proved 
Developed 315 28.8 26.7 24.9 23.4 BIS 28.8 20.7 24.9 23.4 
Developed 
non-producing| 18.7 16.5 14.6 13.2 1A 18.5 16.4 14.6 13a (te 
Undeveloped 25 25 2.0 15 12 26 19 1.4 1.0 0.7 
Total proved See) 47.8 43.3 S97 oF 365 52.6 47.1 42.7 39.0 35.9 
Probable 30.6 24.1 195 16.2 13.8 230 18.3 14.5 119 9.9 
Total proved 
plus probable 84.1 TAS 62.8 55.8 50:3 765 65.4 4 50.9 45.8 


Total Future Net Revenue (undiscounted) (forecast prices and costs) 


Future Net Future Net 


Revenue Revenue 

Before After 

Operating Well Aband. Income Income 

Reserves Royalties Costs Dev. aur Costs Taxes Taxes 
Category ($M) ($M) ($M) ($M) mate 


Proved 
reserves 


2ANS 


Proved 
plus 
probable 
reserves 


27,615 34,564 (e37 
40,029 47,218 12,809 
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Summary of Pricing and Exchange Rate Assumptions (forecast prices and costs) 


W.T.L. Edmonton Hardisty Cromer Natural 
Cushing, Par Heavy Medium Gas Exchange 
Oklahoma 40° API 12° API 29.3° API AECO Rate 
Year ($US/bbl) ($Cdn/bbl) ($Cdn/bbl) ($Cdn/bbl) ($Cdn/GJ) ($US/$Cdn) 
Historical 
2002 26.10 IGS 27.60 34.93 3.86 0.637 
2003 30.95 43.10 27.45 36.90 6.30 0.715 
Forecast 
2004 29.00 37.70 22.70 32.20 I0) 0.750 
2005 26.50 34.30 ZA 5) I) || Sail 0.750 
2006 Ze) 33.00 21.56 28.84 4.87 0.750 
2007 25.00 32.30 20.63 28.06 4.68 0.750 
2008 25.00 3230) 20.39 a4 Gi 4.53 0.750 
2009 D5\5\0) 32.90 20.76 28.48 4.57 0.750 
2010 26.00 Soe50) AN 29.00 4.60 0.750 
2011 26.50 34.20 2 XS 29.61 4.69 0.750 
2012 27.00 34.80 DN 30.11 4.78 0.750 
2013 27.50 35.50) 22.35 30.72 4.87 0.750 
2014 28.10 36.20 2D ND Sil 32 4.97 0.750 
2015 28.70 37.00 Sd 32.03 5.08 0.750 
2016 29.30 37.80 D385 S213 ool 0.750 
2017 29.0 38.60 24.37 33.43 5.29) 0.750 
2018 30.50 39.30 24.79 34.02 5.40 0.750 


Reconciliation of Company Net Reserves by 


Principal Product Type (forecast prices and costs) 


Proved Probable 


Light/Medium Oil 


Proved 
Plus 
Probable 


Proved Probable 


Associated/Non-Associated Gas 


Proved 
Plus 
Probable 


Factors | (mbbl) (mbbl) (mbbl) (mmcf) (mmcf) (mmct) 
December 31, 

2002 2,835 1,483 4318 6,478 DAGZ 8,670 
Discoveries 

and extensions By! B22 850 9314 5,885 15,200 
Acquisitions = - - - = = 
Dispositions - - - - - = 
Production (675) ~ (675) (1,862) - (1,862) 
Technical 

revisions (346) (437) (783) (1,888) (681) (2,569) 
N.I. 51-101 

revisions = (629) (629) = (576) (576) 
December 31, is at ics 

2003 2,341 739 3,081 12,042 6,820 18,863 


Note: No heavy oil. 


(mboe) 


4,349 


Proved Probable Probable 


Proved 

Plus 
(mboe) (mboe) 
1,849 5,764 
1,303 3,382 
: 85 

(550)iaen de 2ai) 
(725) (725) 
1,877 6,225 


Summary of Oil and Natural Gas Reserves (constant prices and costs) 


Light/Medium Oil Natural Gas 

As at December 31, 2003 Gross Net canes Net 
Reserves Category (mbbl) (mbbl) (mmctf) (mmcf) 
Proved 

Developed 927.8 1,631.8 3,845.8 2,942.4 

Developed non-producing Weg. 7.6 8,168.1 DT Awal 

Undeveloped | 406.1 3425 | 22.00 15,2 
Total proved We 23418 1,981.9 12,0359 8,674.7 
Probable | 714.1 ae 6,17 e7. 4,924.0 
Total proved plus probable 3,055.4 2 Xe}| 2 18,853.6 757397, 


Note: No heavy oil or natural gas liquids. 


Net Present Values of Future Net Revenue (constant prices and costs) 


($ millions) |__ Before Income Taxes Discounted At (%/yr) After Income Taxes Discounted At (%/yr) 
Reserves Category 0 5 10 15 20 | 0 5 10 1S 20 
Proved 
Developed 45.8 40.6 36.7 33.6 Sia 45.8 40.6 36.7 33.6 31.1 
Developed 
non-producing) 23.4 20.5 18.2 12 14.6 13s eZ a2 lisse 12.2 
Undeveloped 5.8 47 Be. 3.2 2 jae ee 40 3a 2.4 a, ies) 
Total proved 750 65.8 58.8 53.0 48.4 69.6 60.9 54.3 49.1 44.8 
Probable 40.2 31.0 24.7 20.3 17.0 27.9 IP 167 135 11.3 | 
Total proved 
plus probable 15:2 96.8 83.5 33 65.4 975 82.1 7A 62.6 56.1 


Total Future Net Revenue Undiscounted (constant prices and costs) 


Future Net Future Net 


Revenue Revenue 
Before After 
Operating Well Aband. Income Income 
Reserves Royalties Costs Dev. Costs Costs Taxes Taxes 
Category ($M) ($M) ($M) ($M) ($M) ($M) ($M) 
Proved 
reserves 31,554 31,450 11,607 1,810 5,416 69/532 
Proved 
plus 
probable 
reserves 12,558 115,159 17,692 97,467 


yodey jenuuy €00Z 


Tempest Energy Corp. 


Summary of Pricing Assumptions (constant prices and costs) 


W.T.I. Edmonton Hardisty Cromer Natural 
Cushing, Par Heavy Medium Gas Exchange 
Oklahoma 40° API 12° API 29.3° API AECO Rate 
Year ($US/bbl) ($Cdn/bbl) ($Cdn/bbl) | —($Cdn/bbl) ($Cdn/GJ) ($US/$Cdn) 


Historical 
(year-end) 
2000 30.45 44.70 
2001 25.97 39.60 
2002 29.38 44.76 
2003 
(year-end) 


Reconciliation of Changes in After Tax Net Present Values of Future Net Revenue 
Discounted at 10% Per Year (constant prices and costs) 


Period and Factor 2003 ($M) 
Estimated future net revenue at beginning of year 44,084 
Sales and transfers of oil and gas produced, net of production costs and royalties (18,481) 


Net changes in prices, production costs and royalties related to future production (9,311) 
Changes in previously estimated development costs incurred during the period (2,972) 
Changes in estimated future development costs (9,732) 
Extensions and improved recovery ~ 
Discoveries 28,059 
Net change resulting from revisions in quantity estimates (2,760) 
Accretion of discount 4,408 
Net change in income taxes 21,010 
Estimated future net revenue at end of year 54,305 


Capital Expenditures 


7,185 
3,428 
23,002 


Finding and Development Costs 


In 2003, Tempest's total capital expenditures were $47.5 million. Of these costs over 52 percent or $24.5 million were 


allocated to future opportunities through the purchase of over 144 sections of land, extensive 2-D and 3-D seismic 


acquisitions and investment in the expansion of our strategic infrastructure. Exploration and development costs of 


$23.0 million culminated in discoveries and extensions of 3.4 mmboe of crude oil and natural gas reserves. As a result of 


the revisions required by the higher probabilities mandated by N.|. 51-101 and technical revisions, reserves were impacted 


by 1.2 mm probable boe and 0.6 mm proved boe. Consolidating the impact of these changes to the end of 2003, 


Tempest had a three year proved and probable finding and development cost which averaged $12.94/boe. 


Finding and Development Costs 


Proved Plus Proved 3 Year 
Proved Probable Plus Average 
Capital Reserve Proved Reserve Probable |Proved Plus 
Expenditures Additions Costs Additions Costs Probable* 
($ 000s) (mboe) (mboe) ($/boe) ($/boe) 
Drilling costs on exploration and 
development program before 
2003 revisions 23,002 2,080 11.06 3,382 6.80 | 4.97 
t SE aaieeEEEieEeee 
Finding costs on exploration and 
development program before | 
2003 revisions SBG5 2,080 16.16 3,382 994 |} 7.6) 
; 
F&D exploration and development 
program before 2003 revisions 47,499 2,080 22.83 3,382 14.05 10.42 
= a = 2) 
F&D exploration and development 
program after 2003 revisions (a) 47,499 1,419 33.47 1,446 32.85 
Change in proved future 
development capital (b) ” (1,499) n/a n/a n/a n/a 
p p 1 See see 
Change in proved plus probable 
future development capital an | (2,079) ace ae n/a n/a n/a 
—+— = + 
Proved F&D including change 
in proved future development 
32.42 n/a n/a 


capital (d) = (a)+(b) 


46,000 | 1,419 


Proved plus probable F&D 
including change in proved future 
development capital (e) = (a)+(c) 


* Includes established basis for 2001 and 2002. 


Change in future development capital. 


Proved |Proved Plus 


Plus Probable 
($ 000s) Probable Change 
2003 11,839 12,809 


(2,079) 


2002 13,288 14,888 
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The following cautionary statements need to be considered when evaluating finding and development costs; first, the 
aggregate of the exploration and development costs incurred in the most recent financial year and the change during 
that year in future development costs generally will not reflect total finding and development costs related to reserve 
additions for that year; and second, the term BOE may be misleading, a boe conversion ratio 6 mcf:1 bbl is based on an 
energy equivalency conversion method primarily applicable at the burner tip and does not represent a value equivalency 


at the wellhead. 


Reserve Life Index 


Production (mboe) 985.0 


Proved reserves (mboe) 4 348 
Proved reserve life index (years) 44 
Proved plus probable reserves (mboe) 6,225 


Proved plus probable reserve life index (years) 


Reserves Replacement 


Proved and probable reserve additions before revisions were 3.4 mmboe, replacing production of 985,045 boe 3.4 times. 


iemmaanwmmcenc ss x MR eco seme 


674,648 


985,045 49% 
1,848 
3,102 


Further reserves disclosure can be found on Tempest's website (www.tempestenergy.com) and in the 2003 Annual Information Form. 


Management's Discussion and Analysis 


The following discussion and analysis is a review of operations and financial performance for the year ended December 
31, 2003 and 2002, includes a future outlook for the Company, and should be read in conjunction with the audited 
financial statements and related notes. These discussions are on a consolidated basis and are referred to as “Tempest”, 


reflecting the combined totals of Tempest Energy Corp. and its wholly owned subsidiaries, as well as a partnership. 


The term “cash flow” in this discussion should not be considered an alternative to cash flow from operations as determined 
in accordance with Canadian generally accepted accounting principles ("GAAP"). The Company calculates cash flows from 
operations prior to the change in non-cash working capital related to operating activities. The Company presents cash flow 
and cash flow per share, which are calculated in the same manner as earnings per share, and are non-GAAP measures. All 
figures related to hydrocarbon reserves, production, pricing or similar matters are calculated by converting natural gas to 


the oil-equivalent amount at a rate of 6 thousand cubic feet (mcf) to 1 barrel of oil equivalent (boe). 


Statements in this document may contain forward-looking information. Estimates provided for 2004 and beyond are 
based on assumptions of future events and actual results could vary significantly from these estimates. The reader is 
cautioned that assumptions used in the preparation of such information may prove to be incorrect. Events or 
circumstances may cause actual results to differ materially from those predicted as a result of numerous known and 
unknown risks, uncertainties, and other factors, many of which are beyond the control of the Company. The reader 


is cautioned not to place undue reliance on this forward-looking information. 


Significant Financial Events 

¢ For 2003 Tempest's production, revenue and cash flow were up by 42 percent, 56 percent and 40 percent, respectively. 

¢ Tempest raised $16.0 million on September 15, 2003 issuing 2,285,714 Class A shares at a price of $7.00 per Class A 
share, on a flow-through basis. 


¢ Tempest's operations provided low operating costs at $5.66 per boe and netbacks of $18.76 per boe. 


2004 Outlook 


In the Northern Area, Tempest spent the first quarter of 2004 tying-in its Otter gas to the Red Earth gas plant. The new 
on-stream volumes are contributing greatly to the Company's enlarged production numbers, which are expected to 
average more than 2,900 boe per day in the first quarter of 2004 with a projected first quarter exit rate of more than 


3,600 boe per day. On the oil front Tempest had exciting winter drilling results in the Northern Area, successfully 
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extending a 2003 light oil discovery with six development wells. This primarily winter-access area will enhance the 
Company's reserve life and netbacks. The new development wells are in the early stages of evaluation and Tempest 
anticipates that a number will be tied in and be on production by the end of Q2 2004. Tempest will be scouting the 


area for additional summer development locations. 


Tempest continues to have an exploration focus and under prudent economic circumstances would look to acquire 
properties or complete corporate acquisitions. Tempest has historically grown mainly in its two core areas. In 2004 the 
Company will seek to expand in these areas as well as continue development of its emerging third core area. This strategy 


will be implemented through exploration and potentially supplemented with acquisitions to expedite exploration activities. 


Tempest is forecasting 2004 average production of 3,600 boe per day. Combined with strong commodity prices, Tempest 
expects to post significant revenue growth in 2004. The Company projects sales revenue of $40 million and cash flow of 


$25 million. 


A key risk facing a Company during its rapid development stage is over-leveraging the balance sheet. To control this risk 
while allowing Tempest to avail itself of additional asset opportunities, Tempest closed an equity financing on September 
15, 2003. The Company issued 2,285,714 flow-through Class A shares at a price of $7.00 per share. For risk management 
purposes, Tempest hedged 800 bbls per day at US$25.40 throughout 2003. There are no hedges currently in place for 
2004. To maintain a reasonable level of leverage the Company will access sources of financing as required, including 


entering the equity markets when appropriate. 


Financial Results in Detail 


Twelve 
Months 
Ended 
Dec. 31, 
2003 
(000s) 


3,083 11,502 


6,146 35) 31,771 
(1,816) 1 (7,716) 
(O19) oes (5,573) 
2,512 18,481 
(78) |. 2 (384) 
Nil 12 
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(1,005) | 38( (2,824) 
Nil | 186 
Nil 825 


25. . 98 
(30) : 
$ 1,423 | $ 16,275 | $ 16.52 
(3,898) 246 (12,217) ap (12.40) 
(53) 352 ae | (0.36) 


3) 


(98) (0.10) 


3,607 


928 
$ 2,679 


* In 2003 Tempest hedged 800 bbls per day at US$25.40/bbI from January to December 
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Production 
Tempest's average production increased by 4,000 
42 percent to 2,699 boe per day in 2003 3,500 
3,000 
(68 percent of which was oil), up from 1,904 boe > 500 
xe) ' 
per day (77 percent oil) in 2002. By commodity, 8 2,000 
1,500 
this was a 25 percent increase in oil production and 1.000 
a 98 percent increase in natural gas production. | 500 
0 
Tempest expects Q1 2004 production to average CO O2 ©8 ©2 C1 C2 C8 YL CO] GW C8 &! GI OF 
=== 100= == A= = 2008 —$-—« HE HE 
over 2,900 boe per day (60 percent natural gas) eee Exit 
roduction 
and to exit Q1 at approximately 3,600 boe per day. 


Average production in 4 2003 was disappointing at 2,464 boe per day. Tempest focused on natural gas exploration for 
much of 2003, which proved to entail longer lead times than Tempest's previous oil operations. Substantial surface access 
delays in bringing natural gas production on-stream impaired Tempest's fourth quarter production at Chipman, Fort 
Saskatchewan and Joarcam, all in the Central area. Access issues have now been resolved and the majority of the natural gas 


volumes estimated to be on-stream in O4 2003 have come on late in Q1 2004. 


The Central Area contributed 2,128 boe per day or 79 percent of Tempest's total average production of 2,699 boe per day 
in 2003, compared with 1,633 boe per day or 86 percent in 2002. Tempest started the year exploring for new oil pools on a 
12-square-mile 3-D seismic program at Chipman. The exploration wells were unsuccessful for oil but all had commercial 
natural gas accumulations. Before year-end Tempest cased six wells for Mannville natural gas, increasing natural gas 
production in the Central Area to 401 boe per day from 169 boe per day in 2002. Further tie-ins during Q1 2004 have 
increased natural gas production in Central to over 1,500 boe per day. A further 2 mmecf per day (333 boe per day) remains 
“behind pipe” with tie-ins planned for Q4, 2004. Tempest plans to acquire additional seismic to continue natural gas 


exploration on its undeveloped lands throughout the Central Area. 


In the Northern Area, 2003 activities at Otter and Red Earth suggest more stable and higher-rate production of both natural 
gas and oil than was experienced throughout 2003. Drilling results have included a significant light oil pool extension. 
Tempest's Northern Area exploration portfolio delivered both positive news and disappointments in 2003. However, the 
Northern Area achieved solid growth with production increasing to 571 boe per day in 2003 from 271 boe per day in 2002. 
This production consisted of 121 bbls per day of light oil and 2,698 mcf per day of natural gas, compared to only 11 bbls per 


day of oil and 1,563 mcf per day of natural gas in 2002, representing growth of 1,000 percent and 73 percent, respectively. 


Tempest forecasts corporate production to average 3,400 boe per day in 2004, weighted approximately 62 percent to 


natural gas. 


Oil and Natural Gas Revenues 

Revenues from crude oil and natural gas were up by 56 percent to $31,771,065 in 2003, compared to $20,364,373 for the 
year ended December 31, 2002. This growth in revenues was primarily fuelled by a 42 percent increase in production to an 
average of 2,699 boe per day, compared to 1,904 boe per day in 2002. Average natural gas prices also contributed to 
revenue growth, increasing by 55 percent year-over-year, while oil prices were down by 3 percent from the previous year. 
In 2003, 75 percent of revenue was generated from the Central Area compared to 88 percent in 2002. The 11 percent 
increase in the W.T.|. benchmark to an average US$31.18 per barrel in 2003 was offset by a 19 percent movement in the 


average Canadian/US exchange rate, from US$0.64 per Cdn$1 to $0.76 per Cdn$1 on a year-over-year basis. 


In the fourth quarter of 2003 revenues from crude oil and natural gas were down by 26 percent to $6,146,493 from 
$8,356,670 in the fourth quarter of 2002. This decline was due to a combination of a 13 percent volume decline and a 
16 percent realized price decline. Fourth quarter 2003 oil production was off by 42 percent versus O4, 2002 while natural 


gas was up by 157 percent O4, 2003 to O4, 2002, reflecting the transition to natural gas production from oil production. 


With the current strong prices for oil and natural gas and Tempest’s growing volumes, the Company anticipates strong 


first and second quarter revenues, which should set the foundation for solid performance in 2004. 


Hedging 

Tempest experienced a loss of $2,318,114 on hedging in 2003 (2002 — $516,018) based on 800 bbls per day at US$25.40 
W.T.I. There are no hedges in place for 2004. Management considers hedging a valuable tool to offset the risk related to 
leveraged capital. Tempest will continue to consider hedging when price volatility would put Tempest’s capital program 


or internal debt guidelines at risk. 


Royalties 
Royalty expense was $7,716,219 or $7.83 per boe, compared to $4,638,350 or $6.67 per boe in 2002. This translated 
to 24 percent of revenue in 2003 versus 23 percent of revenue in 2002. After $500,000 in Alberta Royalty Tax Credits 


(ARTC) Tempest produced net revenue of $24,054,846 in 2003, up by 53 percent from $15,726,023 in 2002. 


For the fourth quarter royalty expense was $1,815,637 or $8.01 per boe compared to $1,930,842 or $7.44 per boe in the 
fourth quarter of 2002. Royalties amounted to 30 percent of revenue as a result of maximizing ARTC earlier in the year, 


as well as the fact that royalty holders did not participate in the hedge loss, which reduced Tempest's net prices. 
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Tempest's core properties were developed through exploration and are therefore eligible for ARTC. Based on current 


commodity prices ARTC is set at 25 percent of Crown royalties, to a maximum of $500,000, which was achieved in both 


2003 and 2002. These claims are maximized early in the year, reducing Q1 net royalty rates below those 
balance of the year. Royalty rates for 2003 were as anticipated and Tempest expects that the Corporate 


remain in the 23-28 percent range. 


Royalties 


$ 5,475,458 
2,740,761 
(500,000) 

$ 7,716,219 


Operating Expenses and Netbacks 


incurred in the 


royalty rate will 


Operating costs per unit-of-production averaged $5.66 per boe in 2003, compared to $4.82 per boe in 2002. Total 


operating costs of $5,573,468 (2002 — $3,352,536) lead to operating income of $18,481,378 (2002 — $12,3 


73,487). This 


translates to an average field netback of $18.76 per boe (2002 — $17.81). Higher costs were incurred as a result of 


unexpected major compressor failures at Red Earth and higher than expected well repair costs at Chipman. In the fourth 


quarter of 2003 operating costs reached $8.02 per boe (Q4 2002 — $5.28) reflecting these production iss 


additional costs associated with colder weather operations. With new natural gas volumes on-stream in 


ues as well as 


its Central and 


Northern Area's the Company will increase utilization of existing infrastructure, helping to reduce costs to a targeted 


average of $4.50 per boe in 2004. 


me ccs Meme 


$ 5,573,468 


5.66 


General and Administrative Expenses 
General and administrative (G&A) costs for 2003 averaged $1.84 per boe of production, up from $0.83 per boe in 2002. 
The net cost of $1,813,021 (2002 — $577,207) was after overhead recoveries of $186,211 (2002 - $263,711) and capitalization 


of $824,555 (2002 — $860,339). 


Salaries and office rent comprised approximately 63 percent (2002 — 66 percent) of the gross administrative costs. Tempest 
employed 14 full-time staff at December 31, 2003 compared to 11 at the end of 2002. All senior staff were paid salaries of 


$100,000-$140,000 each (2002 — $90,000) plus bonuses. 


O4 2003 G&A costs averaged $4.43 per boe, up from $1.47 per boe in 2002. Fourth quarter G&A costs of $1,005,244 
(Q4 2002 — $380,456) were largely a result of no capitalization of staff salaries, as the majority of capital expended in 


Q4 was on 100 percent working interest activities, as well higher charges from rent, insurance and salaries. 


Management expects 2004 G&A to remain flat on a boe basis as volume increases offset gross G&A cost increases. In 
2003 gross G&A costs, before recoveries and capitalization, increased to $2.87 per boe from $2.45 per boe in 2002, as a 
result of salary increases, staffing level increases, office rent and the stock option benefit expense, offset by an increase in 
production volumes. Tempest continues to closely monitor and control these costs and aims to maintain annual net G&A 


costs in the order of $1.50 per boe. 


In 2004 Tempest expects an increase in gross G&A costs to $3.3 million from $2.8 million in 2003, mainly as a result of 
increased staffing levels to accommodate the higher level of budgeted activity. Overhead recoveries and capitalization 


should be similar to 2003, based on budgeted capital expenditures for 2004. 


General and Administrative Expenses 


1,813,021 


2.87 
1.84 


$ 2,823,787 
(186,211) 
(824,555) 


wW 
= 


yoday jenuuy €00z 


32 


Tempest Energy Corp. 


Included in G&A costs for 2003 was $98,276 for stock option expense to non-employees. The adoption of CICA HB 3870 
in the first quarter of 2004 results in the income and retained earings being restated for 2003 and an expense booked 


as a separate line item in 2004. 


Interest Income and Expense 

Net interest expense was $372,086 in 2003 (2002 — $125,413). Tempest estimates that the net interest costs to the 
Company in 2004 will increase as assets will continue to be leveraged with bank debt. The Company has entered 2004 
with higher debt and working capital deficiency, and after significant expenditures in the first quarter of 2004, Tempest will 
likely have interest expense in the $0.40 to $0.80 per boe range for the year. With increased leverage through the use of 


bank debt, interest costs would in turn reduce earnings. 


Interest Income and Expense 


me 


$ 383,374 


732 


384,106 
12,020 


Depreciation and Depletion 


The Company calculates depreciation, depletion and site restoration based upon capital expenditures, production rates 
and reserves. Tempest recorded $12,216,990 (2002 — $7,671,299) or $12.40 per boe (2002 — $11.04 per boe) in depletion 
and depreciation for the year ended December 31, 2003 on 985,045 boe (2002 - 694,935 boe) of total production. 

The depletion and depreciation rate rose on a boe basis over 2002 as 44 percent of 2003 capital was expended on 
future-oriented activity involving land and facilities. The new reserve reporting requirements under N.I. 51-101 as at 
December 31, 2003, have resulted in the modification of reserve definitions in the new reserve report, which are in some 
cases more stringent than were required in the past. This translates to lower reserves under the new terminology than 
would have been recorded under the old terminology (see MD&A discussion regarding new accounting and regulatory 
requirements for additional information). This new reserve report had a significant impact on Q4 depletion rate per boe 


as the volume adjustments were all taken into account in Q4, 


For 2004, Tempest anticipates that its depreciation and depletion will fall into the typical industry range of $10.00-$13.00 


per boe. 


Depreciation, Depletion and Site Restoration 


07/079 $ 12,216,990 
352,458 DE 
| 12,569,448 | Hikes) 
12.40 
( 0.36 ( 


Site Restoration Expense 
Site restoration expense was $0.36 per boe in 2003 compared to $0.39 per boe in 2002 calculated under the unit-of- 
production method. Tempest will adopt CICA HB 3110 in Q1 of 2004. Numbers for 2003 will be restated to the liability 


method and there will be an adjustment to the expenses and liabilities booked in 2003. 


Income and Other Taxes 

Tempest expended $47.5 million in capital in 2003 (2002 — $41.4 million) of which $9.2 million had no associated tax pools 
due to the flow-through share tax pool renouncements. This balance was comprised of the $4.2 million December 2002 
renouncement and $5.0 million of expenditures related to the $16.0 million September 2003 flow-through share financing. 
With budgeted expenditures of $40.0-$50.0 million in 2004, Tempest expects that it will have sufficient tax pools to offset 
the related 2003 and 2004 current tax liability. Of the budgeted capital, $11.0 million will have no associated tax pools as 
this represents the unexpended December 31, 2003 balance related to the flow-through share offering which closed on 
September 15, 2003. Taxes payable beyond 2004 will become a function of commodity prices, production volumes and 


capital expenditures. 


During 2003 there were substantively enacted changes to the federal and Alberta income tax rates and to deductibility of 
resource income and Crown royalties, with resource allowance being eliminated over the next five years. These changes 
have meant that Tempest is now recording the tax liability at approximately 37 percent as opposed to 42 percent recorded 
last year. As the rate is applied to all future tax liabilities, the opening balance adjustment is also recorded in 2003, for a 


combined rate in 2003 of 25 percent. 
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Corporations currently pay Large Corporation's Capital Tax (LCT) when their stated capital exceeds $10 million. Tempest 
had a $120,000 LCT liability in 2003 (2002 — $37,500) and does not anticipate a significant amount of such tax for 2004. 


Tax beyond this point will be a function of prevailing tax rates and capital employed. 


Estimated Tax Pools 


At Dec. 31, 2003 | Rate of Claim (6) 


*This includes pool usage required in 2004 to offset $20.1 million (2003 — $11.0 million) of taxable income that is included for financial 


statement purposes but delayed one year for tax purposes. As well, the 2003 number includes $5.0 million of renounced tax pools under 
the flow-through dated September 15, 2003. 


Earnings 

Tempest's earnings increased by 31 percent to $2.7 million in 2003 from $2.0 million in 2002, or $0.17 per weighted 
average Class A share (2002 — $0.18 per weighted average Class A share). These results are after deducting future income 
taxes of $927,620 (2002 — $1,655,679) and $120,000 in current taxes related to LCT (2002 — $37,500). The Company's 


96 percent year-over-year increase in revenues was eroded by increases in costs, leaving a 31 percent increase in earnings. 


For 2004, Tempest anticipates that increases in production volume and sales prices will provide positive growth to earnings, 


offset to some extent by the charge of $1.8 million in non-cash option expenses posted as a result of adopting HB 3870. 


$ 2,679,203 


Cash Flow From Operations 
Tempest generated cash flow from operations of $16,274,547 in 2003, up by 40 percent over 2002 cash flow of $11,633,367. 
Of the year's total, $1,423,101 (2002 — $4,662,642) was generated in the fourth quarter. Cash flow for 2003 translates to 


$1.04 per Class A share up from $1.03 for 2002. 


Based on the Company's projected 2004 average production of 3,600 boe per day, Tempest anticipates 2004 cash flow 


from operations to be approximately $25.0 million. This projection would translate into earnings before tax of $6.0 million. 


 $ 16,274,547 


16.52 


1.04 


0.97 


0.93 


Capital Expenditures 


/ $ 23,002 
’ 13,884 
7,185 

Nil 

3,428 


$ 47,499 


Tempest incurred $47.5 million in capital expenditures in 2003 (2002 - $41.4 million). Of this amount Nil (2002 - $2.4 million) 
relates to an accrual for future taxes on the 18 percent Chipman acquisition made in Q2 2002. This translated to actual cash 


expenditures of $39.2 million in 2002. Tempest drilled 41 (38.2 net) wells in 2003, compared to 43 (35.3 net) wells in 2002, and 


added 102,016 net acres of undeveloped land. 
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Of total 2003 capital expenditures, the Company expended $28.9 million in the Central Area. This amount was comprised 
of $4.7 million to acquire additional lands for future exploration, with the balance spent on drilling, completing, equipping 
and tying in 27 (26.7 net) wells. In the Northern Area, primarily at Red Earth, Tempest expended $18.7 million to drill 14.0 
(11.5 net) wells, finalize construction of gathering systems and acquire additional 92,305 net acres of undeveloped land. 
Of significance, of the $47.5 million expended in 2003, $24.5 million (or 52 percent) was invested in land, seismic and 


facilities for future opportunities. 


Tempest’s 2004 capital program is estimated to be $40.0-$50.0 million of which $25 million will be funded through cash 
flow and the balance through the Company's banking facility, working capital and potential new equity issuances. The 
bank will provide development funds based on the Company's proved reserves from successful exploration and 
exploitation efforts. The 2004 budget includes the planned completion of the Otter gathering system which will tie into 
the Red Earth gas plant, exploration wells targeting gas in the Central Area, shallow gas wells and deep oil wells at Red 
Earth, a large 3-D seismic program at Chipman and Red Earth, and completion of the $11.0 million outstanding flow- 


through obligation, as well as other exploration. 


2003 Drilling Activity 


Exploration lng Total Success 
Gross Net Gross Gross Rate (%) 


The full-cost method of accounting, which Tempest follows, requires the cost of all wells, both successful and unsuccessful, to be 


added to the capital base and depleted at the rate of production over the remaining oil and natural gas reserves. A ceiling test is 
then employed to ensure that the carrying value of capital assets in the financial statements does not exceed the undiscounted 
estimated future net revenue from proved reserves. For the year ended December 31, 2003 no write-down was required as 


Tempest's carrying value of capital assets exceeded the undiscounted estimated future net revenue from proved reserves. 


Equity 

On September 15, 2003 Tempest raised $16.0 million in a flow-through share equity issue, incurring share issue costs of 
$1,064,910 and issuing an additional 2,285,714 Class A shares at $7.00 each. The Company renounced tax pools worth 
$15,999,998 in Canadian Exploration Expense (CEE) to the subscribers for these flow-through Class A shares effective 
December 31, 2003. The Company incurred CEE of $4,950,143 up to December 31, 2003 and has until December 31, 2004 
to incur the remaining $11,049,855 of CEE on appropriate expenditures. The Company pays interest to the federal 


government on funds that remain un-expended at the end of each month in 2004. Tempest estimates that $7.0 million will 


be incurred to the end of April 2004, leaving $4.0 million of the flow-through liability requiring completion before year-end. 


Tempest estimates that the associated interest costs will be approximately $150,000-$200,000, payable by March 2005. 


On December 31, 2003 Tempest had 17,370,319 Class A shares (December 31, 2002 — 14,737,933) and 653,476 Class B 
convertible shares outstanding. Please refer to Note 6 in the notes to the consolidated financial statement for details 
regarding the convertible Class B shares. Tempest's shares were listed on the TSX Venture Exchange on February 9, 2001 
and on September 4, 2002 were listed on the Toronto Stock Exchange under the symbols TMY.A for the Class A shares 


and TMY.B for the Class B shares. 


Share Capital 


Class A Shares 


Opening December 31, 2002 1A WS G33 
September 15 @ $7.00 flow-through 2,285,714 
Exercise of stock options 346,672 
Closing December 31, 2003 AA 370319 


21% 


Held by management and directors 


15,639,092 
653,476 
463,577 


16,756,145 


772,516 
17,528,661 


*Please note that in prior years the Class B shares were added to the Class A shares to calculate basic shares outstanding. 
For December 31, 2003 the Class B shares are converted at the year-end Class A share price of $5.85 (2002 — $4.75) and 
added to the Class A shares to calculate basic shares outstanding. Numbers for 2002 have been adjusted accordingly in 


the above table. 


12) 
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During 2003 there were 320,000 Class A stock options granted at $4.65-$5.20 per share to employees, bringing the total 
number of outstanding options at December 31, 2003 to 2,076,704 (December 31, 2002 — 2,116,867), 320,000 of which 


are subject to shareholder approval. 


2003 Stock Option Activity 


| Opening | issued | Exercised | Cancelled 
2,116,867 320,000 346,672 13,491 2,076,704 


Average price Average price Average price Average price Average price 
of $2.92 of $4.77 of $1.49 of $3.07 of $3.45 


6.2 years weighted 5.5 years weighted 
“average average 
- contractual life contractual life 


Class A share trading summary — TMY.A 


Toronto Stock Exchange - September 4, 2002 to present 
TSX Venture Exchange - February 9, 2001 to September 3, 2002 
($ except volume) 


eee Volume 
230) 


1,730,515 
a2 | 1,788,220 
Q3 | 764,398 
a4 5.90 4.91 5.30 840,446 


2003 6.13 425 5.26 5/123,579 
Year-end closing price} 5.85 


2002 


@i 174,834 
Q2 485,010 
Q3 5.00 Sh // | 1] 289 
Q4 5.90 SeL0) 1,437,138 
2002 5.90 25 4.19 2,288,221 
Year-end closing price} 4.75 de 

Q1 (listed February 9)| 1.90 216,229 
Q2 3.00 464,420 
Q3 175,400 
O4 268,650 
2001 35 0.90 2.36 1,124,699 


Year-end closing price| 2.90 


Sensitivity Analysis 


Estimated Impact in 2004 | 


Natural gas 


Change of Cdn$0.10/mcf in average price 
Change of 1 mmct/d production 


Oil and NGLs 


Change of $1.00/bbI in average W.T.I. price 


Quarterly Data 


10.43 


$ (12,986) 


= VS eae 


14,965 


Change of 100 bbls/d production 


$ (16,694) 


9,358 


14,977 


$ (9,769) 


11,999 


17,270 


(11.12) | 


$ (20,859) 


12,907 


17,370 


| 8ichass a share 


$ 498,225 
$ 1,060,325 


$9 531-263 
$ 707,005 


we 
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Risk and Liquidity 

Tempest's business plan has been to grow through exploration of oil and natural gas. Tempest's principal risks, as an 
exploration company, are that it must find and develop economic petroleum production efficiently and be able to fund 
this capital program. Tempest relies on cash flow, bank debt and equity markets to fund its capital programs. If any 


components of the business plan should be missing the Company may not be able to continue executing the entire 


business plan. 


Tempest mitigates exploration risk by employing a team of highly qualified and experienced professionals to pursue 
exploration and exploitation activities and to employ and control capital expenditures. Exploration projects are reviewed 
at a very early stage from all aspects including: corporate fit, environmental issues, timing, costs and reward potential. 


Identified risks are addressed and excessive risks are mitigated before any project is approved. 


Operational risk is mitigated by addressing the continued development of a new or established reservoir, on a go-forward 
basis, in the same careful and calculated manner that Tempest's professionals have addressed exploration risk. Reserves 
are produced based on the amount of capital employed, production practices and reservoir quality. Tempest evaluates 
reserves development based on timing and amount of additional capital required and the expected change in production 


volumes. Finding and development costs are controlled when capital is employed effectively on an economic basis. 


The financial risks of commodity prices and interest rates are largely beyond Tempest's control. The Company's approach 
to managing these risks is to maintain a prudent level of debt and to employ conservative forecasting and budgeting 
projections. In order to facilitate the development of Tempest's reserves, the Company entered into a $26,500,000 
revolving operating demand loan on March 31, 2004 bearing interest at prime plus 1 percent. This credit facility is 
repayable on demand and is secured by a first fixed and floating charge debenture in the minimum face amount of 
$75,000,000. As at December 31, 2003, these facilities were drawn for $9.9 million. With high levels of exploration activity, 
Tempest is very mindful of the ongoing liability levels attributed to a working capital deficit. Tempest uses bank lines to 
facilitate short-term liquidity management and has raised equity to reduce debt leverage and stabilize the balance sheet. 
Tempest expects that the working capital deficit will continue to grow as the enterprise grows, but leverage limits will be 


closely monitored on a debt to cash flow basis. 


Corporate assets are also protected through adequate corporate insurance as well as a proactive approach to all safety 


and environmental issues. 


Critical Accounting Estimates 

Proved Oil and Gas Reserves 

Under National Instrument 51-101 (N.I. 51-101), “proved” reserves are those reserves that can be estimated with a high 
degree of certainty to be recoverable (it is likely that the actual remaining quantities recovered will exceed the estimated 
proved reserves). In accordance with this definition, the level of certainty targeted by the reporting company should result 
in at least a 90 percent probability that the quantities actually recovered will equal or exceed the estimated reserves. There 
was no such consideration of probability under National Policy (NP) 2B. In the case of “Probable” reserves, which are 
obviously less certain to be recovered than proved reserves, N.I. 51-101 states that it must be equally likely that the actual 
remaining quantities recovered will be greater or less than the sum of the estimated proved plus probable reserves. With 
respect to the consideration of certainty, in order to report reserves as proved plus probable, the reporting company must 
believe that there is at least a 50 percent probability that the quantities actually recovered will equal or exceed the sum of 
the estimated proved plus probable reserves. The implementation of N.I. 51-101 has resulted in a more rigorous and 


uniform standardization of reserve evaluation. 


Proved plus probable reserves as defined in N.|. 51-101 are viewed by many industry participants as being comparable to 
the “established” reserves definition that was used historically. Under the previous rules, the established reserves category 
was generally calculated on the basis that proved plus half of probable reserves (as those terms were defined in NP 2B) 
represented the best estimate at the time. Tempest believes that its established reserves reported under NP 2B were 


calculated on as conservative a basis as its estimate of reserves that would ultimately be recovered. 


The oil and gas reserve estimates are made using all available geological and reservoir data as well as historical 
production data. Estimates are reviewed and revised as appropriate. Revisions occur as a result of changes in prices, costs, 
fiscal regimes, reservoir performance or a change in the Company's plans. The effect of changes in proved oil and gas 


reserves on the financial results and position of the Company is described under the heading “Full Cost Accounting”. 


Depletion Expense 


The Company uses the full cost method of accounting for exploration and development activities. In accordance with this 
method of accounting, all costs associated with exploration and development are capitalized whether or not the activities 
funded were successful. The aggregate of net capitalized costs and estimated future development costs, less estimated 


salvage values, is amortized using the unit-of-production method based on estimated proved oil and gas reserves. 
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An increase in estimated proved oil and gas reserves would result in a corresponding reduction in depletion expense. 


A decrease in estimated future development costs would result in a corresponding reduction in depletion expense. 


Withheld Costs 


Certain costs related to unproved properties may be excluded from costs subject to depletion until proved reserves have 


been determined or their value is impaired. These properties are reviewed quarterly and any impairment is transferred to 


the costs being depleted. 


Impairment of Property, Plant and Equipment 

The Company is required to review the carrying value of all property, plant and equipment, including the carrying value of 
oil and gas assets, for potential impairment. Impairment is indicated if the carrying value of the long-lived asset or oil and 
gas asset is not recoverable by the future undiscounted cash flows. If impairment is indicated, the amount by which the 


carrying value exceeds the estimated fair value of the property, plant and equipment is charged to earnings. 


Fair Value of Derivative Instruments 


requires considerable judgement. The estimation of the fair value of commodity price hedges requires sophisticated 
financial models that incorporate forward price and volatility data and, which when compared with Tempest's open 
hedging contracts, produce cash inflow or outflow variances over the contract period. The estimate of fair value for 


interest rate and foreign currency hedges is determined Primarily through quotes from financial institutions. 


Provision for Site Restoration 

The Company is required to provide for future removal and site restoration costs. The Company must estimate these costs 
in accordance with existing laws, contracts or other policies. These estimated costs are charged to earnings and the 
appropriate liability account over the expected service life of the asset. When the future removal and site restoration costs 
cannot be reasonably determined, a contingent liability may exist. Contingent liabilities are charged to earnings when 


management is able to determine the amount and the likelihood of the future obligation. 


Legal, Environmental Remediation and Other Contingent Matters 
The Company is required to determine whether a loss is probable based on judgement and interpretation of laws and 


regulations and whether the loss can reasonably be estimated. When the loss is determined, it is charged to earnings. 


The Company's management must continually monitor known and potential contingent matters and make appropriate 


provisions by charges to earnings when warranted by circumstance. 


Income Tax Accounting 

The determination of the Company's income and other tax liabilities requires interpretation of complex laws and 
regulations often involving multiple jurisdictions. All tax filings are subject to audit and potential reassessment after the 
lapse of considerable time. Accordingly, the actual income tax liability may differ significantly from that estimated and 


recorded by management. 

New Accounting Standards for 2004 

The following new and amended standards are expected to impact Tempest in 2004 as follows: 
Asset Retirement Obligations 


The CICA issued Section 3110 in 2004 that requires companies to recognize the liability associated with future site 
reclamation costs in the financial statements at the time when the liability is incurred. The new Canadian standard is 
effective for fiscal years beginning on or after January 1, 2004. The Company will be complying with this standard in 2004. 
As a result of implementation, the liability on the balance sheet for future abandonment costs is expected to increase as 
well as the property, plant and equipment balance. The transitional provisions of this section require that the standard be 
applied retroactively with restatement of comparative periods. As a result of the retroactive application, 2003 comparative 


numbers will be restated to reflect the impact of this standard on the 2004 financial statements. 


Stock-Based Compensation and Other Stock-Based Payments 


In September 2003, the CICA issued an amendment to Section 3870 “Stock-Based Compensation and Other Stock-Based 
Payments”. The amended section is effective for fiscal years beginning on or after January 1, 2004. The amendment 
requires that companies measure all stock-based payments using the fair value method of accounting and recognize the 
compensation expense in their financial statements. As a result of implementation, as at January 1, 2004 retained earnings 
are expected to decrease and contributed surplus is expected to increase $2,106,380, representing the cumulative impact 
of retroactive restatement of prior years. Quarterly reporting in 2004 will include the restatement of 2003 comparative 


figures to include the retroactive adjustment for prior years. 
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Full Cost Accounting 

In July 2003, the AcSB issued Accounting Guideline 16, “Oil and Gas Accounting — Full Cost” (“AcG-16"), replacing AcG-5 
effective for fiscal years beginning on or after January 1, 2004. The guideline requires that oil and natural gas assets are 
evaluated in each reporting period to determine that the carrying amount in a cost centre is recoverable and does not 
exceed the fair value of the properties in the cost centre. The carrying amounts are assessed to be recoverable when the 
sum of the undiscounted cash flows expected from the production of proved reserves, the lower of cost and market of 


unproved properties and the cost of major development projects exceeds the carrying amount of the cost centre. 


When the carrying amount is not assessed to be recoverable, an impairment loss is recognized to the extent that the 
carrying amount of the cost centre exceeds the sum of the discounted cash flows expected from the production of proved 
and probable reserves, the lower of cost and market of unproved properties and the cost of major development projects 
of the cost centre. The cash flows are estimated using expected future product prices and costs and are discounted using 
a risk-free interest rate. Had the Company adopted this new method for calculating the ceiling test as required by CICA 


AcG -16 at December 31, 2003, no impairment would have been recognized. 


Accounting for Derivative Instruments and Hedging Activities 

In December 2001, the CICA issued Accounting Guideline, “Hedging Relationships”, that deals with the identification, 
designation, documentation and measurement of effectiveness of hedging relationships for the purposes of applying 
hedge accounting. The guideline is effective for fiscal years beginning on or after July 1, 2003. The Company will assess 


the impact of the guideline as hedging arrangements are entered into in fiscal 2004. 


Continuous Disclosure Obligations 

Effective March 31, 2004, the Company and all reporting issuers in Canada will be subject to new disclosure requirements 
as per National Instrument 51-102 “Continuous Disclosure Obligations” (N.I. 51-102). This new instrument is effective for 
fiscal years beginning on or after January 1, 2004. The instrument proposes shorter reporting periods for filing of annual 
and interim financial statements, MD&A and the Annual Information Form (“AIF”). The instrument also proposes 
enhanced disclosure in the annual and interim financial statements, MD&A and AIF. Under this new instrument, it will no 
longer be mandatory for Tempest to mail annual and interim financial statements and MD&A to shareholders, but rather 
these documents will be provided on an “as requested” basis. It is Tempest's intention to make these documents available 


on the Company's website on a continuous basis. 


Contractual Obligations 


The following is a tabular summary of all contractual obligations for the next five years and thereafter as is required by 


N.1. 51-102: 


As at December 31, 2003 Less than 1-3 4-5 After 
($000s) Total 1 year years years 5 years 


Additions to property and 

equipment classified as CEE 

renounced to shareholders 

under the flow-through 

share program Nil Nil 
Payments for office space, 

related operating expenses 

and taxes $ 255 Nil 
Asset retirement obligations | ] Nil Nil 


In addition the Company has entered into farm-in agreements in the normal course of its business. 
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Management's Report to Shareholders 


Management is responsible for the integrity and objectivity of the information contained in this annual report and for the 
consistency between the financial statements and other financial operating data contained elsewhere in the report. In the 
preparation of these statements, estimates are sometimes necessary to make a determination of future values for certain 
assets or liabilities. Management believes such estimates have been based on careful judgements and have been 
properly reflected. The financial statements have been prepared using policies and procedures established by 


management and reflect fairly Tempest’s financial position, results of operations and cash flow. 


Management has established and maintains a system of internal controls which are designed to ensure that financial 


information is reliable and accurate and to provide assurance that assets are safeguarded from loss or unauthorized use. 


KPMG LLP, independent auditors appointed by the shareholders, have examined the consolidated financial statements 
and McDaniel and Associates Consultants Ltd. have reviewed corporate reserves. Their examination provides an 


independent view as to the amounts and disclosures in the financial statements. 


The Board of Directors has reviewed in detail the financial statements with management and the external auditors. 


The Board of Directors has approved the financial statements as presented in this annual report. 


A. Scott Dawson Douglas N. Penner 


President and Chief Executive Officer Vice President, Finance and Chief Financial Officer 


Auditors’ Report to Shareholders 


We have audited the consolidated balance sheets of Tempest Energy Corp. as at December 31, 2003 and 2002 and the 
consolidated statements of operations and retained earnings and cash flows for the years then ended. These financial 
statements are the responsibility of the Corporation’s management. Our responsibility is to express an opinion on these 


financial statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards require 
that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the 

financial statements. An audit also includes assessing the accounting principles used and significant estimates made by 


management, as well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of the 
Corporation as at December 31, 2003 and 2002 and the results of its operations and its cash flows for the years then 


ended in accordance with Canadian generally accepted accounting principles. 


yinger 


Chartered Accountants 
Calgary, Canada 


February 26, 2004 
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Consolidated Balance Sheets 


Assets 

Current assets: 
Cash and cash equivalents 
Accounts receivable 
Prepaid expenses and deposits 


Petroleum and natural gas assets (note 4) 


As at As at 
December 31, 2003 December 31, 2002 


Liabilities and Shareholders’ Equity 
Current liabilities: 
Outstanding cheques 
Accounts payable and accrued liabilities 
Bank debt (note 5) 


Future income taxes (note 7) 
Future site restoration costs 
Shareholders’ equity: 


Share capital (note 6) 
Retained earnings 


Commitments (note 8) 


See accompanying notes to the consolidated financial statements. 


Approved on behalf of the Board: 


sre Se 


A. Scott Dawson 
Director 


= $ 2,168,068 

4,547,139 4,270,384 
415,460 190,272 
4,962,599 6,628,724 
82,763,967 47,481,667 

$ 87,726,566 $ 54,110,391 
$ 627,548 $ . 
15,294,522 11,713,405 
9,900,000 - 
25,822,070 11,713,405 
17,284,500 10,709,212 
639,735 287,277 
38,997,005 29,096,444 
4,983,256 2,304,053 
43,980,261 31,400,497 

$ 87,726,566 $ 54,110,391 


Harley L. Winger 


Director 


Consolidated Statements of Operations and 


Retained Earnings 


Revenues: 
Petroleum and natural gas 
Royalties (net of Alberta Royalty Tax Credit) 


Expenses: 
Operating 
Interest 
General and administrative 
Depletion and depreciation 


Earnings before income taxes 
Income taxes (note /): 
Current 
Future 
Net income 
Retained earnings, beginning of year 


Retained earnings, end of year 


Earnings per share (note 6): 
Basic 
Diluted 


See accompanying notes to the consolidated financial statements. 


Year ended 
December 31, 2003 


$ 31,771,065 
(7,716,219) 
24,054,846 


5,573,468 
372,086 
1,813,021 
12,569,448 
20,328,023 


3,726,823 
120,000 
927,620 

1,047,620 


2,679,203 


2,304,053 


$ 4,983,256 


Year ended 


December 31, 2002 


$ 20,364,373 
(4,638,350) 


15,726,023 


3,392,000 
125,413 
577,207 

7,939,178 

11,994,934 


3,731,089 


37,500 
1,655,677 
ers i779 
2,037,910 


266,143 


$ 2,304,053 
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Consolidated Statements of Cash Flows 


Cash provided by (used in): 


Operations: 
Net income 
Items not involving cash: 
Depletion and depreciation 
Future income tax expense 


Stock-based compensation 


Funds from operations 
Change in non-cash working capital 


Financing: 
Issue of Class A shares, net of issue costs 
Bank debt 


Investments: 
Business acquisition (note 3) 
Petroleum and natural gas properties 
Change in non-cash working capital 


Decrease in cash 


Cash, beginning of year 


Cash (outstanding cheques), end of year 


Cash is defined as cash and cash equivalents. 


See accompanying notes to the consolidated financial statements. 


Year ended 
December 31, 2003 


$ 2,679,203 


12,569,448 
927,620 
98,276 
16,274,547 


15,754,519 


15,449,953 
9,900,000 
25,349,953 


(47,499,290) 
3,599,202 
(43,900,088) 


(2,795,616) 


2,168,068 


$ (627,548) 
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Year ended 
December 31, 2002 


S$) 2,037,710 


ey eke) 
15,655,679 


11,633,367 
(3,254,373) 
8,378,994 


24,672,151 


24,672,151 
(3,618,243) 
(34,316,255) 
4,722,584 
(33,211,914) 
(160,769) 
2,328,837 


$ 2,168,068 


Notes to the Consolidated Financial Statements 


Years ended December 31, 2003 and 2002 


is 


Incorporation 
Tempest Energy Corp. (the “Corporation”) was incorporated under the laws of the Province of Alberta on June 15, 
2000 as Serious Energy Corp. On October 17, 2000 the Corporation filed Articles of Amendment changing its name 


to Tempest Energy Corp. and amending its capital structure to create the Class A and Class B shares. 


Significant Accounting Policies 


(a) Consolidation: 
The consolidated financial statements include the accounts of the Corporation and its wholly owned subsidiaries 


and a partnership. All inter-entity transactions and balances have been eliminated. 


(b) Petroleum and natural gas properties: 
The Corporation's activities for the year ended December 31, 2003 are related to acquisition of, exploration for and 


development of petroleum and natural gas properties. The Corporation follows the full cost method of accounting 


for petroleum and natural gas operations. 


All costs of exploring for and developing petroleum and natural gas properties and related reserves are capitalized 
into a cost centre. Such costs include those related to lease acquisition, geological and geophysical activities, lease 
rentals on non-producing properties, drilling of productive and non-productive wells, tangible production equipment, 
and that portion of general and administrative expenses directly attributable to exploration and development 
activities. Proceeds received from the disposal of properties are normally deducted from the full cost pool without 
recognition of a gain or loss. When a significant portion of properties is sold, resulting in a change to the depletion 


rate of 20 percent or more, a gain or loss is recorded and reflected in the statement of operations. 


Costs of acquiring unproved properties are initially excluded from the full cost pool and are assessed yearly to 
ascertain whether impairment has occurred. When proved reserves are assigned to the property or the property is 
considered to be impaired, the cost of the property or the amount of impairment is added to the full cost pool. 
Depletion of petroleum and natural gas properties and depreciation of production equipment are calculated using 
the unit-of-production method based upon estimated proved reserves, before royalties, as determined by an 
independent engineer. For purposes of the calculation, natural gas reserves and production are converted to 


equivalent volumes of petroleum based upon relative energy content. 
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The Corporation annually applies a “ceiling test” to capitalized costs to ensure that such costs do not exceed the 
costs of unproved properties, less impairment, plus future net revenues from production of proved reserves at year- 


end product prices less future administrative, financing, site restoration and income tax expenses. 


A portion of the Corporation's exploration and development activities are conducted jointly with others and, 


accordingly, the financial statements reflect only the Corporation's proportionate interest in such activities. 


(c) Cash and cash equivalents: 
Cash and cash equivalents are comprised of cash and all investments that are highly liquid in nature and generally 


have a maturity date of three months or less. 


(d) Future site restoration and abandonment costs: 

Site restoration and abandonment costs are provided for over the life of the estimated proved reserves on a unit-of- 
production basis. Costs are estimated each year by management in consultation with the Corporation's engineers 
based on current regulations, costs, technology and industry standards. The period charge is expensed and actual 


site restoration and abandonment expenditures are charged to the accumulated provision account as incurred. 


(e) Future income taxes: 

The Corporation uses the liability method for calculating future income taxes. Temporary differences arising from the 
differences between the tax basis of an asset or liability and the carrying amount on the balance sheet are used to 
calculate future income tax assets or liabilities. Future income tax assets or liabilities are calculated using the currently 
enacted or substantively enacted tax rates anticipated to apply in the periods that the temporary differences are 


expected to reverse. 


(f) Flow-through shares: 
The resource expenditure deductions for income tax purposes related to exploratory and development activities funded 
by flow-through share arrangements are renounced to investors in accordance with tax legislation. Future tax liabilities 


and share capital are adjusted by the estimated cost of the renounced tax deductions when the shares are issued. 


(g) Stock-based compensation plans: 
For stock options granted to employees any consideration received on exercise of the stock options is credited to share 
capital, and no compensation expense is recognized. For stock-based compensation to non-employees, the Corporation 


calculates a fair value using an option price model, and records the expense to income over the term of the option. 


(h) Revenue recognition: 


Petroleum and natural gas revenues are recognized when the title and risks pass to the purchaser. 


(i) Per share amounts: 

Basic per share amounts are calculated using the weighted average number of Class A and Class B common shares 
outstanding during the year. Class B common shares are converted to Class A common shares at $10 divided by 

the greater of $1 and the Class A market price for the period. Diluted per share amounts are calculated based 

on the treasury stock method. The weighted average number of shares is adjusted for the dilutive effect of options. 
The dilutive effect of options uses proceeds received on exercise of options to purchase Class A shares at the average 


price during the period. The weighted average number of shares outstanding is then adjusted by the net change. 


(j) Measurement uncertainty: 

The amounts recorded for depletion, depreciation and amortization of petroleum and natural gas properties and 
equipment and the provision for future site restoration and abandonment costs are based on estimates. The ceiling 
test is based on estimates of proved reserves, production rates, oil and natural gas prices, future costs and other 
relevant assumptions. By their nature, these estimates are subject to measurement uncertainty and the effect on 


the financial statements of changes in such estimates in future periods could be significant. 


(k) Financial instruments: 

The Corporation enters into financial instruments to manage its exposure to adverse fluctuations in commodity 
prices and electricity costs. The Corporation's policy is not to utilize derivative financial instruments for trading or 
speculative purposes. Realized gains or losses on financial instruments that are designated and assessed effective as 
hedges are recognized in income concurrently with the underlying hedged transaction. If the hedge of an anticipated 
transaction is terminated or ceases to be effective, the associated gain or loss at that date is deferred and recognized 


concurrently with the anticipated transaction. Subsequent changes in value of the financial instruments are reflected 


in income. 


(I) Comparative figures: 


Certain comparative figures have been reclassified to conform with current year's presentation. 


Business Acquisition 
On June 6, 2002 the Corporation acquired all of the issued and outstanding shares of Point Bar Petroleums Ltd. 


(“Point Bar”), a company owned by a former Director of Tempest and a related family member. The Corporation paid 


fair value consideration of $4,715,405 based on the valuation derived from an independent reservoir engineer's report. 


The acquisition was accounted for using the purchase method with the results of operations being included from the 


date of acquisition. 
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Allocated: 


Capital assets SS WAS 
Working capital deficiency (1,097,362) 
Future income tax liability eg (2,397,150) 
$ 3,618,243 

Cost of acquisition: 
Cash $ 3,618,243 


As at the date of the acquisition, the Corporation assumed a receivable totalling $914,456 and debt of Point Bar, the 


total of which is reflected through the $1,097,362 working capital deficiency above. 


4. Petroleum and Natural Gas Properties 


2003 


Cost 


4 


Accumulated 
Depletion 


Petroleum and natural gas properties 


2002 


$ 103,834,718 


Net Book 
Value 


$)21,070;751 


$ 82,763,967 


ui 


Petroleum and natural gas properties 


S$ 56,335,428 


5 0;053,/ 6 


| $ 47,481,667 


During 2003, the Corporation capitalized $824,555 (2002 — $860,339) of overhead-related costs to petroleum and 


natural gas properties. 


Costs associated with unproved properties excluded from costs subject to depletion for 2003 totaled $20,200,000 


(2002 — $9,500,000). 


As at December 31, 2003 the estimated future site restoration costs to be accrued over the life of the remaining 


proved reserves are $1,785,000 (2002 — $1,519,000). 


Included in depletion and depreciation is $352,458 (2002 — $268,479) of site restoration for the year ended 


December 31, 2003. 


. Bank Debt 


The Corporation has a $17,500,000 revolving operating demand loan and a $1,000,000 treasury risk line. These facilities 


are with a Canadian chartered bank and all interest is at bank prime rate plus 1/2%. The treasury risk line requires 


settlement with contract maturities with a maximum term of 24 months. The credit facilities are repayable on demand and 


are secured by a first fixed and floating charge debenture in the minimum face amount of $20,000,000. As at December 


31, 2003 a balance of $9,900,000 (2002 — $Nil) had been drawn on this facility. 


Interest paid during the year was $390,682 (2002 — $283,220). 


6. Share Capital 
(a) Authorized: 


Unlimited number of preferred shares. 


Unlimited number of voting Class A shares. 


Unlimited number of voting Class B shares, convertible (at the option of the Corporation) at any time after December 31, 


2003 and before December 31, 2005 into Class A shares. The fraction is calculated by dividing $10 by the greater of 


$1 and the then current market price of Class A shares. If conversion has not occurred by the close of business on 


December 31, 2005, the Class B shares become convertible (at the option of the shareholder) into Class A shares on the 


same basis. Effective February 1, 2006 all remaining Class B shares will automatically be converted to Class A shares. 


(b) Issued and outstanding: 


Number of 
Shares Amount 

Class A shares: 

Balance, December 31, 2001 8,107,867 $ BAW, 
For cash on share offering 4,833,332 19,000,000 
For cash pursuant to flow-through share offering 1,574,468 | 7,400,000 
Tax effect of flow-through shares = (3,116,880) 
For cash on exercise of share options 222,266 92,517 
Share issue costs - (1,820,366) 
Tax effect of the share issue costs = 766,739 

Balance, December 31, 2002 147737,933 Cee ST AVOmGy, 
For cash pursuant to flow-through share offering 2,285,714 15,7997 98 
Tax effect of flow-through shares = (6,028,799) 
Share issue costs a (1,064,910) 
Tax effect of the share issue costs = Stehll Sh 
For cash on exercise of share options 346,672 514,865 
Stock option-based compensation - 98,276 


Balance, December 31, 2003 


Class B shares: 


1 7/ SAO SHY) | $ 35,376,748 


For cash pursuant to public offering 653,476 $ 6,534,760 
Tax effect of flow-through shares - | (2,914,503) 
Balance, December 31, 2002 and 2003 653,476 | $ 3,620,257 


——— 


Total share capital on December 31, 2003 


$ 38,997,005 
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(c) Share option plan: 

Under the Corporation's share option plan it may grant options to its employees for up to 2,307,721 shares of Class A 
shares of which 320,000 were granted in 2003. The exercise price of each option equals the market price of the 
Corporation's stock on the date of grant and options have varying terms of five to 10 years and vest 1/3 per year over 


three years. 


Weighted 

Average 

Number Exercise 
of Options Price 


2,116,867 
320,000 
(346,672) 
(13,491) 
2,076,704 
468,372 


The following table summarizes information about the fixed stock options outstanding at December 31, 2003: 


Options Exercisable 


Options Outstanding 


Weighted Weighted Weighted 

Average Remaining Average 

Number Exercise Contractual Number Exercise 

Range of Exercise Prices Outstanding Price Life (years) Exercisable Price 


as 


$ 0.40 271,704 $ 0.40 33,371 
$ 2.86 — $ 2.90 40,000 2.88 26,667 
$ 3.60 — $ 5.20 1,765,000 378 6.1 408 334 


2,076,704 


168,572 


At December 31, 2003, 320,000 options are subject to and conditional upon approval by the shareholders of the plan. 


(d) Pro-forma disclosure: 

The fair value of each option grant is estimated on the date of grant using the Black-Scholes option pricing model 
with the following weighted average assumptions used for grants in 2003: zero dividend yield; expected volatility of 
94 percent; risk-free rate of 3.6-4.2 percent; and expected life of five years. The weighted average fair value of stock 


options granted during the year was $3.52 (2002 — $2.69) per option. 


Had the Corporation accounted for employee stock options granted in 2002 and 2003 using the fair value based 
method, the Corporation's pro-forma net income and earnings per share would have resulted in $903,340 of income 
(2002 — $1,684,050), with basic and diluted earnings per share of $0.05. These pro-forma earnings reflect compensation 


cost amortized over the options’ vesting period. 


During 2002 the Corporation granted 75,000 options to consultants at a fair value of $3.00 per option. The fair value 
of the options was estimated on the date of grant using the Black-Scholes option pricing model with the following 
weighted average assumptions: zero dividend yield; expected volatility of 73 percent; risk-free rate of 5.3 percent; 
and expected life of 10 years. During 2003, $98,276 (2002 — Nil) of expense related to these options was recognized 
in general and administrative expenses with the offset to share capital. 

(e) Per share amounts: 

Per share amounts have been calculated on the weighted average number of shares outstanding. The weighted 


average number of shares outstanding for the year ended December 31, 2003 was 16,756,145 (2002 — 12,651,760). 


In computing diluted per share amounts, 772,516 (2002 — 605,645) shares were added to the weighted average number 


of shares outstanding during the year ended December 31, 2003 for the dilutive effect of employee stock options. 


. Income Taxes 


The provision for income taxes differs from the amount obtained by applying the combined federal and provincial 


income tax rate of 40.6 percent for 2003 (2002 — 42.1 percent) to income before income taxes. The difference relates 


to the following items: 


$ 1,513,838 
1,741,171 
(965,372) 


(203,100) 
(1,191,780) 
32,863 
927,620 
120,000 

$ 1,047,620 
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The components of the net future income tax liability at December 31, 2003 and 2002 are as follows: 


$ 19,930,294 


(221,476) 
(836,476) 
(1,587,842) 
(2,645,794) 

$ 17,284,500 


Non-capital losses of $4,008,000 will expire in 2009. 


Taxes paid during the year were $89,276 (2002 — $Nil). 
8. Commitments 
(a) Pursuant to the flow-through share offering which closed on September 15, 2003 the Corporation issued 2,285,714 
Class A common shares for gross proceeds of $15,999,998. The Corporation renounced $15,999,998 to Class A 
shareholders, effective December 31, 2003. The Corporation has incurred $4,950,143 to December 31, 2003 and 


has until December 31, 2004 to expend $11,049,855 on qualified expenditures. 


On October 16, 2002 the Corporation issued 1,574,468 flow-through Class A common shares for gross proceeds of 
$7,400,000. During 2003 the Corporation incurred the remaining $4,228,621 of eligible exploration expenditures to 


satisfy the terms of the flow-through share offering. 


(b) Future minimum lease payments relating to operating lease commitments on the building are: 


2004 
2005 


$ 292,792 
254,920 


92 5477 12 


9. Financial Instruments 


(a) Commodity price risk management: 
The Corporation periodically enters into petroleum and natural gas agreements to reduce its exposure to general 
reductions in related pricing indices. The Company made net settlement payments of $2,318,114 (2002 — $516,018) 


for the year ended December 31, 2003. The Company has no contracts in place at December 31, 2003. 


(b) Foreign currency exchange risk: 

The Corporation is exposed to foreign currency fluctuations as crude oil and natural gas prices received are 
referenced to US dollar-denominated prices. 

(c) Credit risk: 

A substantial portion of the Corporation's accounts receivable are with customers and joint venture partners in the oil 
and natural gas industry and are subject to normal industry credit risks. Purchasers of the Corporation's natural gas, 


crude oil and natural gas liquids are subject to an internal credit review to minimize the risk of non-payment. 


(d) Interest rate risk: 


The Corporation is exposed to interest rate risk to the extent that bank debt is at a floating rate of interest. 


(e) Fair value of financial instruments: 
The fair values of accounts receivable, prepaid expenses and deposits and accounts payable and accrued liabilities 


approximate their carrying values due to their short terms to maturities. The Corporation's bank debt bears interest 


at a floating market rate and accordingly the fair market value approximates the carrying value. 
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Investor Relations Contact 

A. Scott Dawson 

President and Chief Executive Officer 
Phone: (403) 262-2936 

Email: _ sdawson@tempestenergy.com 
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Abbreviations 


bbl barrel 
bbls/d barrels per day 
mbbls thousand barrels 
boe barrels of oil equivalent 
mboe thousand barrels of 
oil equivalent 
met thousand cubic feet 
mmbtu million British thermal units 
mmef million cubic feet 
NGLs natural gas liquids 
bef billion cubic feet 


Annual and Special Meeting 


The annual and special meeting of shareholders will 
be held on Tuesday, May 18, 2004 at 10.00 a.m. in the 
Strand/Tivoli Room of the Metropolitan Centre, 

333 — 4th Avenue S.W., Calgary, Alberta. 


ENERGY § CORP. 


Tempest 


Tempest Energy Corp. 
2800, 500 - 4th Avenue S.W. 
Calgary, Alberta T2P 2V6 
Phone: (403) 262-2936 
Fax: (403) 262-3924 


www.tempestenergy.com 


